lllinois 
Department of 
Revenue 


Spring, 1985 


DEPHS'Taxsimplification has been a priority of 


Message from 
the Director 


One more filing season is over. Time to 
look ahead to the next one. 


The surveys you filled out this spring 
will be an immense help to us in making 
improvements for next year. We learned 
a lot from those surveys and from your 
comments. 


Among the things we learned was never, 
never to send out another survey during 
tax filing season! 


Our apologies. We do appreciate the 
time and effort you took during this busy 
season to give us your opinions and 
suggestions. 


In the coming months, you will be 
hearing about changes we will be mak- 
ing as a result of those suggestions. 


One of those changes is a new Cus- 
tomer Services Bureau, which will 
include a Problems Resolution Area. 


We cannot, of course, change things 
overnight. But, | think you will be pleased 


with the improvements that are coming. 


mine the past couple of years. We have 


PD, fcottnsed our sales tax return to one 


page. We have improved our income 


__tax instructions. And, we have combined 


Our withholding forms into a conven- 
ient coupon book. 


Our Customer Services Bureau will take 
this one step further and will try to make 
us easy to do business with, as well. 


We will continue our efforts to make 
our forms and instructions simpler, but 
we will also be looking for ways to re- 
duce the number of forms to be filed 
and to expedite processing of those 
forms (and refunds). We are in full 
support of several bills currently before 
the legislature which would be very 
helpful in this regard. One of the mea- 
sures, which originated with the Depart- 
ment, would reduce the frequency with 
which small retail businesses must file 
sales tax returns. Another bill proposes 
a similar change for withholding, by per- 
mitting many small businesses to sub- 
mit payments less frequently. 


Our goal is to reduce the paperwork 
required of taxpayers and to be more 
responsive to inquiries. And we will 
appreciate any suggestions and support 
you can offer to help us accomplish 
this. 


Sincerely, 


Former 


J. Thomas Johnson 
Illinois Director of Revenue 


Income Tax Interest 
Rate to Decrease 


The IRS has announced that the interest 
rate on overdue income taxes (and 
that paid on refunds) will decrease to 
11 percent, effective July 1, 1985. This 
means that the state’s interest rate will 
decrease as well, since the Illinois rate 
is tied to that of the federal government. 


The IRS reviews its rate semiannually 
and makes adjustments based on the 
“average predominant prime rate” for 
the six month period ending Septem- 
ber 30 or March 31. Any adjustments 
are effective three months later (Jan- 
uary or July 1). 


The current rate, which has been in 
effect since January 1, 1985, is 13 
percent. The rate had been 11 percent 
prior to that (from July 1, 1983 to 
December 31, 1984). 


illinois 
Amnesty Program 


The Illinois Tax Amnesty Program, held 
October 1 through November 30, 1984, 
has brought in $154.2 million from some 
27,500 businesses and individuals. 


Payments ranged from 37 cents to more 
than $7 million. 


The majority of applications came from 
persons who wanted to clear up their 
individual income taxes, but only 4 
percent of the dollars collected came 
from this source. 


Tax Enforcement 
Increases 


Warning: State tax enforcement laws 
were toughened effective December 1, 
when the state’s Tax Amnesty program 
ended. 


To the tax evader, this means the 
chances of getting caught have in- 
creased and the penalties for those who 
do get caught are much harsher. 


The Illinois Department of Revenue’s 
Criminal investigations staff is being 
doubled. And, both civil and criminal 
penalties have been increased. 


In addition, the state has initiated new 
programs to find tax evasion and to 
collect tax dollars owed. 


Among the new enforcement efforts 
underway are measures to revoke the 
professional licenses of persons such as 
doctors, lawyers and realtors who have 
not paid their state taxes. A list of 
attorneys has been turned over to the 
Illinois Supreme Court for referral to the 
Attorney Registration and Disciplinary 
Commission and a list of doctors and 
realtors was referred to the Department 
of Registration and Education. 


On the other hand, business income 
tax accounts represented only 15 per- 
cent of the applications, but accounted 
for nearly three-fourths of the dollars. 


Other percentages were: sales tax — 
12 percent of the applicants, 20 percent 
of the dollars; withholding agents — 14 
percent of the applicants, 2 percent of 
the dollars; miscellaneous taxes — 3 
percent of the applicants, 1 percent of 
the dollars. 


Nearly one-half of the applications 
enclosed payments under $100. Nearly 
one-half of the Amnesty dollars were 
paid by 45 companies, each of which 
paid a half million dollars or more. 


The revenue department is also review- 
ing files of luxury boat and airplane 
owners to make sure they have paid 
the appropriate taxes. In our first 
sample of 227 aircraft and boat owners, 
the department found five boats and 
twelve aircraft on which the taxes were 
unpaid. Most of these were out-of-state 
purchases for use within the state. Nearly 
$400,000 in taxes has been collected 
so far on these purchases. 


Out-of-state apartment owners are the 
target of another test project, which is 
trying to determine if state income tax 
returns are being filed by the landlords 
to reflect profits made in Illinois. In our 
first sample of 25 such persons, it 
was found that five had not filed the 
required returns. They have been con- 
tacted and payment requested. 


The department also has initiated an 
automated telephone project to collect 
overdue tax bills, and is continuing its 
use of outside collection agencies to 
help track down some of the hard-to- 
find delinquents. 


An analysis of the top 200 payments, 
each amounting to $100,000 or more, 
accounted for $105 million of the total 
collected. This included $87.7 million 
from 106 unitary groups. 


Amnesty applicants proved to be last 

minute filers. The overwhelming amount 
of both applications and dollars came 
in during the final week of the program. 


Applications came from every state in 
the nation, except Maine. In addition, 
23 applications came from 
foreign countries. 


er 


Refunds Offset 
by Comptroller 


Some taxpayers may be surprised to 
find that their refunds aren't quite as 
much as they expected. 


The reason? 


The Comptroller’s office has an offset 
program which deducts dollars owed 
to the state from the checks being sent 
out to those persons or businesses. 


During March, April and May, these 
offsets affected 10,200 checks totaling 
more than $800,000. The majority were 
individual income tax refunds, but they 
also included Circuit Breaker grants, 
payments to Lottery winners, business 
income tax refunds and motor fuel tax 
refunds. 


The dollars deducted from these 
checks will go towards debts such as 
child support payments, school loans 
not repaid, and bad checks written to 
state agencies. 


Withholding Forms 
Consolidated into 
Coupon Booklet 


A new coupon booklet was introduced 
earlier this year to income tax with- 
holding agents in Illinois. 


The booklet combines a year’s supply 
of tax forms for employee withholding, 
including payment forms (IL-501), quar- 
terly returns (IL-941) and annual recon- 
ciliation forms (IL-W-8). 


Also included in the coupon packet 
are: gummed address labels for use 
in mailing forms to the Revenue De- 
partment, a form to report any change 
in name or address of the business 
(NUC-16), a form to be filed if the bus- 
iness is sold (NUC-542), and a chart 
for the taxpayer’s use in recording pay- 
ments made. 


The new booklet concept resulted from 
the Revenue department's continuing 
efforts to simplify its forms and instruc- 
tions for taxpayers. 


The coupons are preprinted with the 
taxpayer’s name, address and other 
identifying information. They are de- 
signed for use with optical scanning 


State Utility Taxes 
Deductible on 
Federal Return 


State utility taxes were deductible for 
the first time this year on federal income 
tax returns filed by Illinoisans who item- 
ize deductions, according to Illinois 
Governor James R. Thompson. 


This new deduction resulted from a 
request by the State of Illinois. It means 
that the Internal Revenue Service will 


equipment, which means that the tax- 
payer must hand print all numbers 
clearly in the appropriate boxes, using 
a dark pencil or black ink. 


In addition, the taxpayer is to mark 
an “x” in the appropriate box on the 
withholding tax payment form (IL-501) 
indicating which quarter of the year the 


payment is to be credited to. 


Some 252,000 booklets were mailed 
Out to taxpayers last November. This 
original mailing from the vendor con- 
tained some faulty books, including some 


ABC Corporation 
123 Main Street 
Anytown, Illinois 00000 


be revoking Rev. Rule 67-240, a ruling 
issued in 1967 which prevented this - 
deduction. 


IRS statistics show that some 1.8 million 
Illinois taxpayers — or 37 percent of 
those persons filing federal returns from 
Illinois addresses — itemized deduc- 
tions on their federal tax returns. Esti- 
mated savings to Illinois taxpayers due 
to this new deduction total $32 million. 


Taxpayers had two options in calculating 
this deduction. If they kept records of 
their sales tax expenses for the past 


with incorrect names and identifying in- 
formation. Approximately 6,000 new 
booklets were sent to taxpayers to 
correct the errors. 


Taxpayers with questions or problems 
— or who need additional forms — can 
contact Central Registration, RO. Box 
4054, Springfield, IL 62708, or phone 
(217) 785-2889. 


year, they could use their actual utility 
bills to add up the state utility taxes paid. 
However, if they did not keep their sales 
tax receipts, and instead would be using 
the 1984 Optional State Sales Tax Tables, 
they would simply add an extra 10 
percent to the sales tax amount listed in 
the Illinois table for their income and 
family size. 


Statistical Sampling 
Is Used As Audit Tool 


In the summer of 1984, the Department 
of Revenue began training its audit staff 
in the more frequent use of statistical 
sampling as an audit tool. 


Statistical sampling has been widely 
used in all of the social sciences as a 
means of drawing conclusions about a 
population from a sample or of com- 
paring populations from samples of those 
populations. 


Statistical sampling is now being taught 
to the Department's auditors in order to 
assist them in choosing a represen- 
tative sample of a manageable size to 
represent the audit period. 


Historically, in large audits this Depart- 
ment has reviewed the audit period (three 
years) by selecting a “representative” 
period (one month per year) for de- 
tailed analysis. The Department felt it 
needed a better method of looking at a 


small piece of the audit period in order 
to draw inferences about the entire audit 
period. That better method turned out 
to be statistical sampling which has the 
following advantages over the older 
method described above. 


— 


.In drawing the sample, items are drawn 
randomly from all periods within the 
audit cycle, i.e., the entire audit period 
is represented. 


2. The sampling requirements are such 
that the sample size for the entire 
audit period is likely to be much smaller 
than data for an isolated period. 


3. As noted below, the audit results can 
be evaluated using the statistical 
findings, lending both objectivity and 
accuracy to the process. 


Sampling, as the Department uses it, 
depends on four basic items: 


A. An identifiable population that we wish 
to draw inferences about. 


B. A measure of central tendency which 
says something about the average 
item in a given population (usually 
the mean). 


C. A measure of variability which says 
something about the degree to which 
individual items differ from the average 
or mean (usually the standard 
deviation). 


D. A theoretical foundation which allows 
one to draw conclusions from and 
about the population, the measure of 
central tendency and its variability (in 
Revenue’s case, the Central Limit 
Theorem). 


Essentially, what the Department auditors 
are being trained to do is to draw samples 
of an appropriate size so that they can 
use the sample mean and sample stan- 
dard deviation as substitutes or rep- 
resentatives for the entire population, 
which is usually unknown or too large to 
analyze directly. Sampling substitutes 
the known or knowable for the unknown 
with an acceptable degree of confidence. 


In practical terms, what the auditor does 
is Compute a sample mean and develop 
an interval around that mean so that he 
or she can say with certainty that if all 
possible samples of a given size were 
taken from a population, the interval es- 
tablished will contain the true popula- 
tion mean Y percent of the time. The 
auditor never says that the sample 
mean equals the population mean. He 
or she merely says that the true pop- 
ulation mean will be in the interval 
created Y percent of the time. 


Check-Offs 


Three state income tax check-offs were 
required by law to be included on the 
1983 tax returns. These three check- 


offs brought some $936,600 to charitable ¢4 


funds last year. A fourth check-off was: 
authorized by the Illinois legislaturedo 


be added to the 1984 state tax return 
(the Illinois Food & Housing Assistance 
Fund). And, the Illinois General Assembly 
is currently considering adding others 
for future years. 


Changes for 
Machinery and 
Equipment 
Exemption 


1. Effective January 1, 1985, machinery 
and equipment used in manufacturing 
is fully exempt from the state’s 5 percent 
state sales tax rate. (Local govern- 
ments can reimpose this tax. One 
hundred forty-one (141) municipalities 
and one county — St. Clair — reim- 
posed the tax. Two municipalities have 
since repealed their ordinances and 
one repealed the retailers occupation 
portion, retaining the service occu- 
pation tax. If in doubt, contact your 
local officials to determine if this tax 
has been reimposed by them.) 


2. The graphics art exemption has been 
expanded to include repair and re- 
placement parts used on qualifying 
machinery and equipment (effective 
September 7, 1984). 


The biggest beneficiary of the check- 
offs lagt year was the Child Abuse 
Prevention Fund, which received the most 
donations as well as having the highest 


_eaverage donation. Some 63,278 persons 


contributed an average of $7.88 each, 
giving the Child Abuse Prevention Fund 
a total of $498,337. 


The second most popular check-off was 
that for Non-Game Wildlife, which re- 
ceived $259,971 (an average of $7.05 
from each of the 36,861 persons 
donating). 


The Veterans Home Fund received 
$178,283 (an average of $6.97 from 
each of the 25,578 donors). 


Processing statistics show that donors 
became more generous as the filing 
deadline neared. Donations earlier in 
the tax season were averaging $1-2 
less than those of last minute filers. 


The statistics also showed that one-fourth 
of those donating gave the total amount 
of refund they had coming. 


3. Recordkeeping for buyers and sellers 
was simplified. Purchasers with an 
active Retailers’ Occupation Tax reg- 
istration number or reseller number 
can provide this number to the seller 
rather than preparing a Certificate of 
Exemption (Form RR-587) for each 
transaction. Note, however, that ex- 
emption schedules RR-586 and 
RR-586-A are still required. 


Information on a retailer’s or reseller’s 
registration may be obtained by 
contacting: 


Illinois Department of 
Revenue 

Central Registration 
Section 

PO. Box 4054 

Springfield, Illinois 62708 

Phone: (217) 785-3707 

or (812) 793-31 96* 


*Note: Chicago prefixes 
are to change to 917 
sometime this summer. 


Taxpayers with refunds coming could 
give up to $10 to each check-off. On 
joint returns, each person could donate 
up to this maximum per cause, which 
meant that last year the maximum do- 
nation on a joint return could have been 
$60. 


Approximately 3 percent of the 3.1 million 
persons receiving refunds last year did 
donate to a check-off. The average re- 
fund paid last year was $90. Also new 
on the tax returns last year was the 
provision permitting homeowners to 
deduct qualified property taxes from 
taxable income. Some 41.6 percent of 
the 4.6 million state income tax filers 
took this deduction. 


High Court Rules On 
Corporate Officer 
Responsibility 


Can acorporate officer be held personally 
responsible for paying the state’s Re- 
tailers’ Occupation Tax if that person 
deliberately uses those collections to 
pay other bills for the business instead? 


“Yes,” says the Illinois Supreme Court. 


Legislation Finalized 
During the 1984 
Fall Veto Session 


House Bill 3161 (PA. 83-1537) 
Improves sales tax claim for credit 
system, requiring claim for credit only 
when an amendment of the original 
return is needed (including math errors 
on original returns). Also increases 
interest rate paid on credit memoranda 
from 2 percent per month to 

1 percent per month. 


House Bill 2961 (PA. 83-1519) 
Authorizes Revenue to enter into 
intergovernmental agreements with 
municipalities and counties to collect 
any tax imposed by the government 
which is similar to a state tax currently 
collected by Revenue. The measure 
requires that such local home rule sales 
tax be based on the same gross re- 
ceipts as are taxable under the Mu- 
nicipal or County Retailers Occupation 
Tax Act, including the same exemptions. 


House Bill 1474 (PA. 83-1475) 
Allows taxing districts in counties with 
populations between 225,000-300,000 
to abate property taxes up to 10 years 
on property used for vehicle racetracks. 
Also provides token increase in maxi- 

mum motor fuel tax bond (to correct 

inadvertent doubling of bond limit in 

another bill — SB 1420). 


House Bill 2423 (PA. 83-1516) 
Effective with tax years ending on and 
after December 31, 1985, and until 


In a March opinion on the two cases — 
Heartland Investments and Hartigan’s 
Finer Foods — which had been consoli- 
dated for the court’s consideration, the 
high court ruled that the actions of the 
individual defendants in paying other 
corporate creditors before satisfying their 
tax obligation to the State, constituted a 
willful failure to pay tax, thereby subjecting 
the defendants to personal liability for 
the taxes owed. 


Heartland Investments, Inc., of Peoria, 
operated a discotheque and restaurant 
called “The Poison Apple”. Hartigan’s 


January 1, 1995, provides (1)a5 
percent tax credit against the regular 


corporate income tax for amounts spent 


during the tax year on direct coal 
combustion equipment and necessary 
pollution control equipment pur- 
chased in order to use Illinois coal in 
an Illinois facility, and (2) a 20 percent 
credit for funds donated by corpora- 
tions to the Illinois Center for Re- 
search on Sulfur. 


House Bill 2345 (PA. 83-1500) and 
Senate Bill 1385 (PA. 83-1498) 


Allows individuals to subtract any Social 
Security or Railroad Retirement ben- 
efits included in their federal taxable 
income from income taxable in Illinois, 
as well as retirement payments to retired 
partners which are excluded in com- 
puting net earnings from self- 
employment by the IRS Code. Effective 
for tax years ending after December 
31, 1983. 


Senate Bill 833 (PA. 83-1511) 


Removes confidentiality provision for 
Bingo tax returns, making them avail- 
able for public inspection. 


Senate Bill 1727 (PA. 83-1495) 


Amends the state occupation and use 
tax acts to exempt from taxation legal 
tender, currency, medallions, or gold 
or silver coinage Issued by the State of 
Illinois, US. government or a foreign 
government (except the Republic of 
South Africa) and bullion (defines bul- 
lion). (Bill was vetoed by Governor, but 
legislature overrode veto.) 


Finer Foods, Inc. was a small Alsip retail 
grocery store. 


The court concluded in both cases that 
the responsible officials “knowingly, 
voluntarily and intentionally failed to 
make the required tax payments to 
the Department, in violation of their 
statutory obligation.” 


The Supreme Court also held that the 
Department was not required to re- 
prove the amount of corporate tax lia- 
bility in its suit to collect that tax from 
an individual corporate officer. 


Information Bulletins 


Bulletin 
Number Subject Sent to 


85-10 Bulk User Licensing All licensed motor fuel distributors, 
suppliers, and bulk users 


85-11 Combined Return and Inter-company Unitary corporate income and 
Offsets for a Unitary Business replacement tax accounts 


85-12 Enterprise Zone All retailers located within corporate 
limits of Galesburg, IL 


85-13 Requirements of Display MFUT Decals All interstate motor carriers operating 
vehicles on Illinois highways 


85-14 Expansion of Sales Tax Exemption All retailers and users qualifying for the 
(Graphic Arts Equipment) Graphic Arts Machinery & Equipment 
exemption from sales tax 


“Stop Tax Evasion Program” All Illinois business taxpayers 

To be issued later 

Enterprise Zone All retailers located within corporate 
limits of Streator, IL; Unincorporated area 


of LaSalle County & Livingston County 


Exemption Certificate no longer required 11/84 All retailers & users qualifying for 
Machinery & Equipment exemption 


Pre-paid Sales Tax required on Motor Fuel; 12/84 All taxpayers required to make quarter- 
Other Changes for quarter-monthly Sales monthly tax payments 
Taxpayers 


Withholding Tax Coupon Booklet Registered withholding agents for 
State of Illinois 


Pre-paid Sales Tax on Motor Fuel All collectors of pre-paid sales tax on 
motor fuel & distributors, suppliers and 
other resellers of motor fuel 


Enterprise Zone 2/85 All retailers located within the corporate 
limits of Danville, IL 


Series ‘F’ Cigarette Tax Stamp 1/85 All Licensed Cigarette Distributors 
Obtaining a Receipt for Sales Taxes Paid 3/85 Motor vehicle dealers and other filers of 
transaction reporting returns 
(Form RR-556) 
Overstamping cigarettes 2/85 All Licensed Cigarette Distributors 
Unitary Update; Procedures for Combined 3/85 Unitary corporate income and 
Estimated Payments and Inter-company replacement tax accounts 


Offsets 


Resale of Service All Illinois Messages Taxpayers 


Information Bulletins (cont. 


Bulletin 
Number 


Subject 
85-28 
85-29 Food Stamps 
85-30 


85-31 


85-32 


85-33 


To be issued later 


Series ‘F’ Cigarette Tax Stamp 


New License Book 


Corrections to 1984 Forms 


Sales Tax Exemptions for Legal Tender, 


Month 
Issued 


4/85 


3/85 


4/85 


3/85 


4/85 


Medallions, and Bullion 


i€(@ Court Decisions 
in Summary 


Continental Illinois National Bank and 
Trust Company v. Lenckos, 102 Ill 2d 
210, 464 N.E. 2d 1064 (1984). The court 
held: (1) That portion of the interest on 
state and municipal bonds representing 
the amortization of premiums paid by a 
taxpayer In acquiring the bonds is 
excludable from the interest income 
required to be added back to federal 
taxable income in the computation of 
Illinois income taxes. (2) Tax exempt 
interest income on U.S. obligations may 
not be taken into consideration in 
apportioning taxable income. 


Citizen State Bank of Mount Morris v. 
Johnson, No. 84-35, Appellate Court of 
Illinois 2d District (January 23, 1985). 
The court held: That the Department of 
Revenue’s issuance of an information 
bulletin did not stop it from issuing a 
subsequent bulletin containing new in- 
formation, or from retroactively taxing 
income previously deemed exempt. 


Department of Revenue v. Heartland In- 
vestments, Inc. and Hartigan’s Finer 
Foods, Inc., 

Illinois Supreme Court (March 22, 1985). 
These cases were consolidated for 
purposes of appeal in the Illinois Su- 
preme Court. The issues involved were 
whether the actions of the individual 
defendants constitute a willful failure to 
make tax payments within the meaning 
of Section 13% of the Retailers’ Occu- 
pation Tax Act and whether the De- 
partment must re-prove the amount of 
corporate tax liability in a suit against an 
individual defendant. (For further infor- 
mation see story on page 6.) 


30112 


Sent to 


All Illinois retailers of food 
All licensed cigarette distributors 


All licensed motor fuel distributors, 
suppliers, and bulk users 


All tax practitioners 


Retailers of Coins, Currency, Bullion, etc. 


Problems with 
ES Credits? 
Remedy is Available 


The Department of Revenue has found 
some instances where it issued refunds 
rather than crediting excess taxes to 
the next year’s estimated payments, as 
requested by the taxpayer. 


As a result, estimated payments for 
these accounts were short and penalties 
were imposed for underpayment. 


Taxpayers who have experienced this 
problem are advised to return the penalty 
notices they received because of the 
underpayment and ask that the penalty 
be waived under “reasonable cause’. 
The address of the Error Notice Section 
is printed on the notice (Error Notice 
Section, Illinois Department of Revenue, 
PO. Box 3846, Springfield, Illinois 62708). 


